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Savill Elected Vice President
and Treasurer

The Indianapolis Power & Light
Company (IPL) Board of Directors
has announced the election of Mrs.
Annette L. Savill to Vice President
and Treasurer. Mrs. Savill has been
Treasurer of IPL since 1981.
A native of Kapuskasing, Ontario,
Canada, Mrs. Savill received her
bachelor of science degree in
business administration and master
of business administration at In
diana Central University. She is a
Licensed
Certified
Public
Accountant.
Mrs. Savill began her IPL career
in 1973 as internal auditor. She later
was named: director, general ac
counting in 1976; assistant con
troller and assistant treasurer in
1977; assistant controller in 1980;
and treasurer in 1981.

She is a member of American
Society of Women Accountants,
American Institute of Certified
Public Accountants and the Indiana
CPA Society.
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is presented in Exhibit 1. The exhibit
also shows an example of how signals
of a typical or aberrant behavior of a
financial item can be developed from
the analysis.
While this illustration is quite simpli
fied, the point of the exhibit and exam
ple is that trend lines are influenced by
several economic variables, some
endogenous and others exogenous to
the firm. Since each variable may
change, there are obvious limitations
to trend analysis. To project a reliable
trend line, every variable would need
to be disaggregated into its several
elements, each such element
projected, and then the factors reag
gregated. Constant monitoring is
essential, sometimes as a considera
ble cost. In a relatively complex proc
ess, such as when examining an
inventory account, there are several
underlying elements affecting each of
a multitude of products.
Since there may be many elements
or variables underlying a trend line, it
is conceivable that changes in one
could simultaneously offset changes in
another and “neutralize” or mask a
real disturbance. Trend lines are not
static but dynamic, and such simul
taneous changes could mislead the
auditor. Further, if the auditor employs
trend analysis of certain ratios, for
example, both the numerator and
denominator account balance could
change by the same percentage result
ing in no apparent trend differences.
Clearly, the user of this technique must
exercise caution.
In summary, analytical review of
trends would appear to be a rather sim
ple “first-cut” technique to observe
exceptions and pinpoint situations for
further investigation. Obviously,
though, the auditor must proceed care
fully in relying on this least sophisti
cated of methods.

Ratio Analysis
Ratio analysis is one of the oldest
methods of analytical review. It is
generally directed at the comparison
over time of structural relationships
between individual financial statement
items. Relatively stable relationships
generally exist between certain
individual accounts, such as sales and
shipping costs or credit sales and yearend accounts receivable. Structural
changes would, under optimal condi
tions, be manifested as significant
differences in the ratios monitored. In

this way, unusual behavior can quickly
be determined.
Although ratio analysis is simple to
perform, and is, in fact, the most often
applied analytical method, its limita
tions must be observed. Some issues
to be considered by the auditor in con
ducting ratio testing are:
1. it can handle only linear relation
ships;
2. it is restricted to only two variables;
3. it is judgmental in nature with
respect to:
a. the selection of which ratios to
include in the analysis;
b. the size of change in a ratio which
is considered significant enough
to trigger further investigation;
c. the amount of adjustment the
auditor must make for ratio insta
bility over time due to uncontrol
lable environmental influences.
Probably the most significant limita
tion of ratio analysis is the second one
noted above. Because of the limitation
of two variables, a change in the
numerator account balance could be
masked by a comparable movement in
the denominator account. Further
more, individual ratio examinations
may be misleading if changes in two
or more sets of ratios compensate and
offset one another so that no signifi
cant firm-wide impact actually exists
even though examination of an
individual ratio would strongly suggest
such an effect. An opposite problem
could occur if the aggregation of small
individual ratio changes—no one of
which is considered significant—might
indicate a real underlying change in
structure worthy of investigation.
Integration of multiple factors can be
accomplished, and the other ratio anal
ysis restrictions can be alleviated, by
introduction of more sophisticated
techniques. Such methodologies, how
ever, are not without cost. For exam
ple, the auditor might make application
of multiple discriminant analysis or fac
tor analysis of ratios. Still, basic ratio
testing is an important first-level tech
nique for analytical review. Applying
ratio analysis will usually mean that the
same level of confidence can be
expressed with fewer detailed tests of
accounts and transactions.

Regression Analysis
Regression analysis can be used to
explore both linear and nonlinear rela
tionships among financial statement

